












































































































































































































































































































































































































Airflight Property Tax

PREFERENTIAL COMPUTATION

14.01 COMMUTER AIRLINES

Minnesota Statutes, Sections 270.072, Subd. 2 and 360.521

Generally, commercial aircraft are taxed under the airflight property tax, and noncommercial aircraft
are taxed under the aircraft registration tax. However, commuter airlines have the option ofhaving
their aircraft taxed under one tax or the other, whichever is lower.

Because commuter airlines could be considered commercial, the exemption of commuter airlines
from the airflight property tax is considered a tax expenditure. The estimates reflect the difference
between the aircraft registration tax paid by commuter airlines and the airflight property tax they
would pay if subject to that tax.

This provision was enacted in 1969.

About 45 aircraft have a reduced tax due to this provision.

2000
Fiscal Year Impact

2001 2002 2003

State Airports Fund

PREFERENTIAL VALUATIONS

14.02 QUIET AIRCRAFT

$100,000 $100,000 $100,000 $100,000

Minnesota Statutes, Section 270.074, Subd. 3(a)

Airflight property is generally assessed at 70% ofmarket value for the airflight property tax. However,
quiet aircraft are assessed at 40% of market value. Aircraft owned by certain airlines are assessed
at 35% ofmarket value, but quiet aircraft ofthese companies are assessed at 20%. The tax expenditure
is measured as the difference in tax between the 40% and 70% tax capacity rates (the difference
between 20% and 35% for certain airlines).

Quiet aircraft include turboprops and aircraft defined as stage III by the Federal Aeronautics
Administration. The classification may be extended to other types ofqualif)dng aircraft through rules
adopted by the commissioner of Revenue.

This provision was enacted in 1987.

Thirty-three airline companies had qualifYing quiet aircraft for taxes payable in 1999.

2001 2002
Fiscal Year Impact

t

State Airports Fund

2000

$300,000

190

$200,000 $200,000

2003

$200,000
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Airflight Property Tax

14.03 CERTAIN AIRLINES

Minnesota Statutes, Section 270.074, Subd. 3(b)

Quiet aircraft are assessed at 40% ofmarket value and other airflight property is assessed at 70% of
market value. Ifthe airflight property is owned by a qualifYing airline, the tax capacity rate is 50% of
the above rates (20% for quiet aircraft and 35% for other airflight property).

In order for an airline to qualifY, the majority ofthe aircraft that it owns or leases must be turboprops,
and the airline company must provide scheduled passenger service to three or more airports that
serve cities or towns with a population of 100,000 or less outside the seven-county Minneapolis-St.
Paul metropolitan area.

This provision was enacted in 1987.

Four airline companies qualifY under this provision.

Fiscal Year Impact
2000 2001 2002 2003

State Airports Fund $1,100,000
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Motor Vehicle Registration Tax

CHAPTER 15: MOTOR VEHICLE REGISTRATION TAX

Collections and History

In fiscal year 1999, a total of $548 million in motor vehicle registration tax was collected. All the proceeds
from this tax are deposited in the highway user tax distribution fund.

A motor vehicle registration tax was first enacted in 1911 at a rate of$1.50 per vehicle. In 1921 a tax of2%
of value was enacted, with the minimum tax determined by the weight category of the passenger car or
truck.

From 1921 to 1949 the tax was based primarily on value. In 1949 a tax based solely on weight was adopted,
and for trucks the tax continues to be determined by weight. For passenger cars, however, a tax of $1 0 plus
1.25% of the base value was adopted in 1971 and remains in effect. The last major change to the tax wasa
change in the depreciation schedule in 1989.

Tax Base

The tax base for the motor vehicle registration tax is motor vehicles that use the public streets and highways
in Minnesota. The exemption ofoff-road vehicles, such as farm machinery, is therefore not considered to be
a tax expenditure.

The tax on passenger cars is based on value, and the tax on trucks and buses is based on weight. Although
arguments could be made for using either the weight system or the value system in the definition of the tax
base, for purposes of this study one system is considered to be a replacement for the other. Therefore,
neither the weight system nor the value system is considered to be a tax expenditure.

Computation of the Tax

The tax on passenger cars, pickup trucks, and vans is $10 plus 1.25% of the base value. Base value is the
manufacturer's suggested retail price, including destination charges but excluding separately-stated options.
The percentage of base value used to compute the tax decreases with the age of the vehicle, as follows:
100% in the first and second year ofvehicle life; 90% in the third and fourth year; 75% in the fifth and sixth
year; 60% in the seventh year; 40% in the eighth; 30% in the ninth; and 10% in the tenth year.

The flat tax for vehicles over ten years old and the minimum tax for all vehicles are both $35 ($10 plus $25
minimum additional tax).

The tax on trucks, tractors, and buses is based on the type, weight, and age of the vehicle. A minimum tax
applies, the amount ofwhich is determined by the type ofvehicle.

The tax is paid when the vehicle is first registered and annually thereafter upon renewal.
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EXEMPTIONS

15.01 LOCAL GOVERNMENT VEHICLES

Minnesota Statutes, Section 168.012, Subd. 1,6, and 10

Vehicles owned or leased by a political subdivision of the state are exempt from the motor vehicle
registration tax. Exempt vehicles include ambulances, fire equipment, utility fleets, police vehicles,
and buses owned by city transit companies. Publicly-owned school buses are estimated separately
in Item 15.02.

The exemption for government vehicles was enacted in 1921 and was last changed in 1996.

An estimated 25,000 vehicles qualify for this exemption.

2001 2002
Fiscal Year Impact

Highway User Tax
Distribution Fund

15.02 SCHOOL BUSES

2000

$5,600,000 $5,800,000 $6,000,000

2003

$6,200,000

Minnesota Statutes, Section 168.012, Subd. 1(a)(2) and 10

Vehicles owned and used by educational institutions for the sole purpose oftransporting students to
and from those institutions are exempt from the motor vehicle registration tax.

Publicly owned or leased buses other than school buses are included in the exemption for government
vehicles (Item 15.01). Privately-owned school buses used exclusively for student transportation
under contract with a school district are not exempt but are taxed at a preferential rate (Item 15.09).

This exemption was enacted in 1933 and was extended to leased vehicles in 1982.

In 1998 about 5,500 buses qualified for this exemption.

2001 2002
Fiscal Year Impact

Highway User Tax
Distribution Fund

2000

$500,000 $500,000 $500,000

2003

$500,000

15.03 NONRESIDENT MILITARY PERSONNEL

Minnesota Statutes, Section 168.04, Subd. 1

Vehicles ofnonresident military personnel stationed in Minnesota are exempt from the motor vehicle
registration tax if they meet the following four conditions: the vehicle is properly registered
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Motor Vehicle Registration Tax

Approximately 500 vehicles qualify for these exemptions.

This provision was enacted in 1967 and was last changed in 1981.

$100,000

$100,000

2003

2003

$100,000

$100,000

Fiscal Year Impact

Fiscal Year Impact

$100,000

$100,000

2001 2002

2001 2002

$100,000

$100,000

2000

2000

Highway User Tax
Distribution Fund

Congressional medal ofhonor recipients may obtain special license plates with "Medal ofHonor" on
them, and former prisoners of war may ol;>tain special license plates with "EX-POW" on them. In
each case, the recipient is issued these plates, as well as all subsequent tabs, stickers, or replacement
plates, free of any charges or tax.

The exemption for medal ofhonor recipients was enacted in 1983; the exemption for former prisoners
of war was enacted in 1993.

Minnesota Statutes, Sections 168.124, 168.125, and 168.031

in another state; the owner is a resident ofthe state in which the vehicle is registered; the vehicle is
used only for the owner's personal transportation; and the vehicle is subject to all other provisions of
law applicable to vehicles owned by Minnesota residents.

Highway User Tax
Distribution Fund

15.04 MEDAL OF HONOR RECIPIENTS AND FORMER PRISONERS OF WAR

15.05 DISABLED VETERANS

Minnesota Statutes, Section 168.031

Any motor vehicle which has been paid for, in whole or in part, by the United States government for
a disabled war veteran is exempt from the motor vehicle registration tax.

This provision was enacted in 1941 and was last changed in 1971.

Approximately 165 vehicles qualify for this exemption.

2000
Fiscal Year Impact

2001 2002 2003
Highway User Tax

Distribution Fund * * * *

*Less Than $50,000 195



Motor Vehicle Registration

15.06 NONPROFIT CHARITIES

Minnesota Statutes, Section 168.012, Subd. l(a)(4)

An exemption from the motor vehicle registration tax is provided for vehicles owned by nonprofit
charities and used exclusively to transport disabled persons for educational purposes.

This exemption was enacted in 1987.

2001 2002
Fiscal Year Impact

Highway User Tax
Distribution Fund

2000

* * *

2003

*

15.07 DRIVER EDUCATION PROGRAMS AT NONPUBLIC HIGH SCHOOLS

Minnesota Statutes, Section 168.012, Subd. l(a)(3)

Vehicles used solely in driver education programs at nonpublic high schools are exempt from the
motor vehicle registration tax.

This provision was enacted in 1990.

Twenty-one nonpublic high schools have approved driver education programs.

2001 2002
Fiscal Year Impact

Highway User Tax
Distribution Fund

2000

* * *

2003

*

15.08 AMBULANCES OWNED BY PRIVATE AMBULANCE SERVICES

Minnesota Statutes, Section 168.012, Subd. l(a)(6)

Ambulances owned by private ambulance services licensed under Minnesota Statutes, Section 144.802,
are exempt from the motor vehicle registration tax. To qualifY, the appearance of the ambulance
must be unmistakable.

This exemption was enacted in 1990. Ambulances owned by local units of government have been
exempt since 1921 and are included in Item 15.01.

2001 2002
Fiscal Year Impact

b

Highway User Tax
Distribution Fund

*Less Than $50,000

2000

$100,000
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$100,000 $100,000

2003

$100,000
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Motor Vehicle Registration Tax

PREFERENTIAL COMPUTATION

15.09 PRIVATELY-OWNED BUSES USED FOR STUDENT TRANSPORTATION

Minnesota Statutes, Section 168.013, Subd.18

An annual flat tax of $25 applies to privately-owned school buses used exclusively for student
transportation under contract with a school district or used for nonprofit educational institutions. The
$25 tax is lower than the tax on buses which is based on weight.

School buses owned by the educational institutions are exempt from the registration tax (Item 15.02).

This provision was enacted in 1971 and has not been changed.

In 1998 approximately 5,900 school buses qualified for the $25 flat tax.

2000
Fiscal Year Impact

2001 2002 2003
Highway User Tax

Distribution Fund

CREDIT

$400,000 $400,000 $400,000 $400,000

15.10 PHYSICALLY DISABLED PERSONS

Minnesota Statutes, Section 168.021, Subd. 2

A motor vehicle, motorcycle, or self-propelled recreational vehicle owned or operated primarily by a
physically disabled person is eligible for special license plates bearing the international wheelchair
symbol. The special license plates are also available to the custodial parent or guardian ofa physically
disabled minor and to an employer who owns a motor vehicle that is furnished to a disabled employee
for that person's exclusive use in the course of employment. The disability must be permanent, and
a physician's statement must accompany the application.

The special license plates are subject to the full motor vehicle registration tax, but a one dollar credit
is allowed for each month the vehicle is registered.

This provision was enacted in 1975. Eligibility was extended to parents and employers in 1989. The
provision was last changed in 1999.

In 1998 approximately 26,300 vehicles were allowed this credit.

Fiscal Year Impact
2000 2001 2002 2003

Highway User Tax
Distribution Fund $300,000

197
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Aircraft Registration Tax

CHAPTER16: AIRCRAFfREGISTRATIONTAX

Collections and History

In fiscal year 1999, the revenues from the aircraft registration tax were $3.8 million. All the proceeds from
this tax go into the state airports fund of the state treasury.

The aircraft registration tax was enacted in 1945, and the basic structure and rate ofthe tax have remained
the same since that time. In 1987 the minimum tax was increased from $10 to $50.

Tax Base

The tax base for the aircraft registration tax is the value of noncommercial aircraft which regularly use the
airspace over and the airports in Minnesota. Technically, the base applies to aircraft operating without a
certificate of convenience and necessity issued by the United States Department of Transportation.

Computation of the Tax

The aircraft registration tax is imposed upon aircraft which are used privately and which use the airspace
over Minnesota or the airports in Minnesota.

The tax is 1% ofvalue. The value used in the computation begins with the base price ofthe aircraft, which
is the manufacturer's list price, or, if the list price is not available, the Commissioner of Transportation's
estimate ofsuch. After the first year, the base price is reduced for depreciationf- 10% in the second year and
15% for the third and each succeeding year, subject to the minimum tax. The minimum tax is the greater of:
25% of the tax computed on the original base price; or $50.

The tax is paid when the aircraft is first registered and annually thereafter.

*Less Than $50,000 199



EXEMPTION

16.01 CIVIL AIR PATROL AIRCRAFT

Minnesota Statutes, Section 360.55, Subd. 3

Aircraft owned and used solely in the transaction of official business by the Civil Air Patrol are
exempt from the aircraft registration tax.

This exemption was enacted in 1957.

Seventeen aircraft currently are allowed an exemption under this provision.

2000
Fiscal Year Impact

2001 2002 2003
State Airports Fund

PREFERENTIAL COMPUTATION

* * * *

16.02 MAXIMUM TAX FOR AGRICULTURAL AIRCRAFT

Minnesota Statutes, Section 360.55, Subd. 8

A maximum aircraft registration tax of$500 applies to aircraft registered with the Federal Aviation
Administration as restricted category aircraft used for agricultural purposes. To qualify, the aircraft
must be owned and operated solely for agricultural operations and purposes.

This provision was enacted in 1999, effective July 1, 1999.

This provision reduces the tax on about 220 aircraft.

2000
Fiscal Year Impact

2001 2002 2003

State Airporst Fund

*Less Than $50,000

*
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Appendix

APPENDIXA: MINNESOTA STATUTE REQUIRINGTHE TAX
EXPENDITURE BUDGET

270.067 TAX EXPENDITURE BUDGET.

Subdivision 1. Statement of purpose. State governmental policy objectives are sought to be achieved
both by direct expenditure of governmental funds and by the granting of special and selective tax relief or tax
expenditures. Both direct expenditures ofgovernmental funds and tax expenditures have an effect on the ability
of the state and local governments to lower tax rates or to increase expenditures. As a result, tax expenditures
should receive a regular and comprehensive review by the legislature as to (a) their total cost, (b) their effectiveness
in achieving their objectives, (c) their effect on the fairness and equity ofthe distribution ofthe tax burden, and (d)
the public and private cost ofadministering tax expenditure fmanced programs. This section is intended to facilitate
a regular review ofthe state and local tax expenditure budget by the legislature by providing for the preparation
ofa regular biennial tax expenditure budget.

Subd. 2. Preparation; submission. The commissioner of revenue shall prepare a tax expenditure
budget for the state. The tax expenditure budget report shall be submitted to the legislature by February 1 ofeach
even-numbered year.

Subd. 3. Period covered. The report shall include estimates of annual tax expenditures for, at a
minimum, a three-year period including the two-year period covered in the governor's budget submitted in the
preceding January pursuant to section 16A.11.

Subd. 4. Contents. The report shall detail for each tax expenditure item the amount of tax revenue
foregone, a citation of the statutory or other legal authority for the expenditure, and the year in which it was
enacted or the tax year in which it became effective. The report may contain additional information which the
commissioner considers relevant to the legislature's consideratiop and review of individual tax expenditure items.
This may include, but is not limited to, statements of the intended purpose of the tax expenditure, analysis of
whether the expenditure is achieving that objective, and the effect ofthe expenditure device on the distribution of
the tax burden and administration ofthe tax system.

Subd. 5. Revenue estimates; legislative bills. Upon reasonable notice from the chair of the house or
senate tax committee that a bill is scheduled for hearing, the commissioner of revenue shall prepare an estimate
of the effect on the state's tax revenues which would result from the passage of a legislative bill establishing,
extending, or restricting a tax expenditure. These revenue estimates shall contain the same information as
provided in subdivision 4 for expenditure items contained in the tax expenditure budget, as appropriate.

Subd.6. Definitions. For purposes of this section, the following terms have the meanings given:
(1) "Tax expenditure" means a tax provision which provides a gross income definition, deduction,

exemption, credit, or rate for certain persons, types ofincome, transactions, or property that results in reduced tax
revenue.

(2) "Tax" means any tax of statewide application or any tax authorized by state law to be levied by
local governments generally. It does not include a special local tax levied pursuant to special law or to a special
local tax levied pursuant to general authority that is no longer applicable to local governments generally.

History: 1983 c 301 s 176; 1986 c444; lSp1989 c 1 art 17 s 1,2; 1991 c291 art 21 s 8,9; 1996 c471
art 13 s 5
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